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AGENDA FOR THE 
PENSION REFORM COMMITTEE 

MEETING OF 
Tuesday, January 13, 2004 

4:00 PM – 6:00 PM Meeting 
 

401 B Street 
Conference Room, 4th Floor 

 
 

MINUTES 
 

THE REGULAR MEETINGS OF THE PENSION REFORM COMMITTEE ARE 
SCHEDULED FOR EVERY TUESDAY AT 4:00 PM AT 401 B STREET, 4TH FLOOR 

 
Item 1: Call to Order 
 
The meeting was called to order at 4:10 PM. 
 
Item 2: Roll Call 
  
Members Present   Members Absent  Staff Present 
 
April Boling    Tim Considine   Patricia Frazier 
Steve Austin        Chris Morris 
Robert Butterfield       Larry Grissom, SDCERS Staff 
Judie Italiano        Paul Barnett, SDCERS Staff 
William Sheffler       Mary Braunwarth 
Richard Vortmann       Pam Holmberg 
Kathleen Walsh-Rotto 
Stanley Elmore 
 
Item 3: Approval of Minutes 
 
There was a motion for approval of the minutes for the January 6, 2004 Pension Reform 
Committee (Committee) meeting from Judie Italiano.  The motion was seconded by Stan Elmore 
and passed unanimously. 
 
Item 4: Compensation Comparisons 
 
Chris Morris, the City Attorney advisor to the Committee, clarified that this presentation was 
rescheduled from an earlier date because of concerns with current litigation against the City.  The 
Committee was asked to please keep the subject of their questions to information in today’s 
presentation. 
 
Cathy Lexin, the City’s Human Resources Manager, provided a presentation comparing public 
sector compensation.  Her data compared the salary and compensation of the safety classifications 
with that of the County, the cities within the County, and the ten largest cities in California.  
Please see the attached presentation.  She verified that the County of San Diego no longer collects 
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private sector data.  She also indicated that she did not have any comparisons with the private 
sector.  The Committee asked for additional information on the normal cost of compensation plans 
at comparable agencies.  Mr. Grissom agreed to provide the Committee with the two most recent 
actuarial valuation reports from the ten largest cities in California and San Diego County.  
 
Item 5: Response to Previously Addressed Agenda Items. 
 
The Committee reviewed the draft matrix showing the Committee’s requests for information.  It 
was suggested that the items be numbered and the matrix be reviewed each meeting to get an 
update on undelivered items.  It was also suggested that a master file of the delivered information 
be kept.  Two previously cancelled presentations, vested interest and the meet and confer process, 
were added to the list for future consideration. 
 
Mr. Grissom reported his findings to Mr. Butterfield’s request for information about a program at 
the City of San Francisco where employees had exchanged additional holidays for an annual 
contribution to the pension fund.   Mr. Grissom clarified that approximately 50% of the County 
employees had agreed, through collective bargaining, to accept no raise for 2003/4 in exchange 
for four or five new floating holidays and to return to 414 (h) 2 treated employee contributions.  
The other 50% of employees received no pay raise and are paying 7.5% employee contributions, 
but have no additional time off.  Prior to this agreement the County had paid all or most of the 
employee’s contributions.  The combined effect reduced employer costs by $90 million.  Mr. 
Butterfield had further questions on the program.  Mr. Grissom will provide him with a contact in 
San Francisco.  Mr. Butterfield will report his conclusions back to the Committee. 
 
Mr. Austin asked for an update on the Committee’s request to the Retirement Board for changes 
to the scope of their audits that could assist the Committee’s investigation.  Ms. Boling reported 
that she asked the Audit Committee of the Retirement Board at the December 18 meeting to 
certify, within four to six weeks, the CERS actuary, Rick Roeder, and the CERS investment 
advisor, Callan Associates.  The certifications should be completed by February 15.  Once the 
certification is complete the Committee can confidently use their past findings or contract with 
them for further studies.  Ms. Boling reiterated that it was the Committee’s intent not to expand 
the scope of the CERS audits, but use the services of Mr. Roeder, once certified, to perform 
studies related to the CERS system.  It was more cost effective to get these services from Mr. 
Roeder than Mercer.  Mr. Austin agreed to review the work plan and develop the scope of these 
future studies. 
 
Item 6: Discussion of Upcoming Presentations Related to the Retirement System 

Overview and Meeting Schedule 
 
Ms. Boling said that at the last meeting Mr. Butterfield brought up the notion that select members 
from the public be invited to address the Committee.  Mr. Butterfield was asked to draft a list of 
potential speakers and what information they could provide to the Committee.  Mr. Butterfield 
discussed his list, which included Retirement Board member Diane Shipione, Firefighter Union 
president Ron Saathoff, Mr. LaVelle, reporter from the Union Tribune, Judie Italiano, from the 
perspective of the MEA Union, April Boling, from the perspective of the San Diego Taxpayers 
Association, a representative from the Port District, Councilmembers Donna Frye and Brian 
Maienschein, and the Mayor.  Ms. Boling expressed concerns that the Committee was formed to 
investigate facts, not opinions, and she wasn’t sure what new information these speakers could 
bring to the Committee.  Mr. Austin suggested that the Committee invite selected individuals to 
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submit in writing a factual presentation of information that would be helpful to the Committee that 
has not been previously presented.  The Committee agreed to send out letters to the individuals on 
Mr. Butterfield’s list.  The Committee can then review their submissions and decide if they would 
like clarification.  Mr. Morris reminded the Committee that Councilmembers and the Mayor may 
not be able to speak freely on this subject because of the pending litigation.   
 
Ms. Italiano suggested the labor unions be given time to present to the Committee on the meet and 
confer process and their perspective of the retirement system.  This would be a way for the 
Committee to hear about the meet and confer process without the restrictions currently imposed 
on public officials by pending litigation.  Ms. Italiano, who is president of MEA, will work with 
Firefighters Local 145, Police Officer’s Association, and Local 127 AFL-CIO to coordinate the 
presentation.   
 
Ms. Boling asked that the Committee be given a presentation on the amortization schedule.  The 
City is currently in the twelfth year of a thirty year schedule.  She would like clarification on how 
new benefits are amortized into the schedule.  Mr. Sheffler and Mr. Vortmann agreed to develop a 
list of questions from the Committee related to the financial impact of Manager’s Proposal II and 
the term of pension obligation bonds on the System and return with them next meeting.   
 
Item 7: Work Plan for the Pension Reform Committee 
 
Mr. Austin said he would like to have a meeting to review the work plan, what progress has been 
made on it, and what is still needed.  Ms. Boling agreed this was a good idea and suggested they 
further clarify their upcoming schedule of presentations and review the work plan at a meeting 
where no presentations are scheduled. 
 
Mr. Vortmann suggested a discussion on the composition and functions of the Retirement Board. 
He would like to see a comparison to other Retirement Boards.  Mr. Grissom will gather this 
information.   
 
Ms. Italiano asked if health care was still on the Committee’s agenda.  Ms. Boling indicated it was 
still within the Committee’s scope of work.   
 
Ms. Boling said that the Committee can begin work now on the scope of additional studies needed 
from Mr. Roeder.  Mr. Austin agreed to bring an outline to the next meeting. 
  
Item 8: Comments by Committee Chairperson 
 
Ms. Boling reported she planned to meet with the Mayor in the next few weeks to request money 
for studies to be commissioned by the Committee.  Ms. Boling plans to ask for $100,000.  She 
estimates that $40,000 to $50,000 will be used to commission Rick Roeder, if he is certified and 
available, to answer questions in the work plan.  The balance of the funds could be used for a 
comparison study of City employee’s compensation versus that of the private sector, and any 
unused funds can be returned to the City. 
 
Item 9: Comments by Committee Members 
 
There were no comments. 
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Item 10:  Non-Agenda Public Comment 
 
David Wood said he submitted a letter to the Committee after the last meeting.  He was interested 
in the Committee’s discussion about earnings on the system without the smoothing technique.  He 
is concerned because of talk that the system’s problems are all a function of the downturn in the 
market, not under funding.  Over the last 10 years the system has earned 9.11%, well over the 
assumed rate of 8%.  If this is true, why is the system under funded by $1.15 billion dollars?  He 
believes it is the task of the Pension Reform Committee to explain in a clear and factual manner 
why it is under funded when we’ve been earning over the assumed rate. 

 
Virginia Silverman said she would be providing the Committee with some articles on pension 
plans and State law she has collected from the Union Tribune, Sacramento Bee, and Los Angeles 
Times that she believes will be instructive and interesting to the Committee.  She also addressed 
the increased costs to the system and commented that the City should not grant benefits it can’t 
afford because it hurts this system.  She noted that no retired City employees were included in the 
list to be asked to address the Committee.  She thinks it would be instructive for the Committee to 
hear from some of the retirees that have been affected. 

 
Jim Gleason said he had a few recommendations for the Committee.  He feels they need to rescind 
the City Council action of November, 2002 implementing City Manager’s Proposal II.  This 
action has contributed greatly to the System’s $1.15 billion deficit and the benefits are 
unaffordable.  He said the contract provides the ability to rescind the Proposal with no liability.  
He also recommended that the Committee investigate the interest rate assumed by CERS.  The 
system has reported earnings of 7.95% over the last five years but credited 8% to the employer 
and employee contributions and to the DROP account.  The assumed interest rate is hurting 
retirees by taking away money from the surplus earnings that pay contingent benefits.  He feels 
perhaps this situation reflects the interest of the majority members of the Retirement Board, who 
will benefit from this in the future, rather than for current retirees. 

 
Michael Conger thanked the Committee for their hard work and volunteer service.  He directed 
the Committee to the winter 2003 Free Spirit newsletter distributed by SDCERS which reports 
that the System’s rate of return over the last ten years was 9.11%, well over the assumed rate of 
8%.  He feels that under funding is the primary problem with the System and noted that members 
of the Committee have publicly raised this same concern.  He said the Committee needs to help 
the City break the addition cycle.   

 
Joe Flynn had some suggestions for the Committee.  He believes the Committee should move the 
public testimony to the beginning of the agenda.  This would allow more speakers to have access 
to the Committee.  He encouraged the use of all equipment available to the City to make it easier 
for all attendees to hear the speakers.  He also feels they need to hear from the City retirees to put 
a face on the numbers. 

 
Item 11: Adjournment 
 
The meeting was adjourned at 6:00 PM. 
 
The next meeting will be on Tuesday, January 20 at 4:00 PM at the same location. 
 



Pension Reform Committee 
 

Actuarial Task Considerations 
 
 

  Potential Solution Variables          Actuarial Tasks Defined 
 

1. Plan Amendments 
 

- Proposed Positive Amendments 
- Proposed Negative Amendments 
- Other 

 
2. Plan Design Changes 
 

- Introduce Defined Contribution Elements  
for certain plan features 

 
- Effect of changes in “Drop” and 

“purchased service credits” 
 

3. Actuarial Assumptions 
 

- Proposed effect of change in Plan Asset Earnings 
to : 

• 7-1/2% 
• 7% 
• 6-1/2% 

 
4. Plan Obligation Bonds 

 
- Estimate percentage of underfunding that is a 

Candidate for P.O.B.’s 
 

- Effect of changes in underfunding based on changes in 
-      Interest Rates 
-      Amortization Periods 
-      Other 

 
 

5. Amortization Period for Underfunding 
 

- Restart the clock 
- Other periods 

 
 
 
 
 



Pension Reform Committee 
 

Actuarial Task Considerations 
 
 

  Potential Solution Variables          Actuarial Tasks Defined 
 

6. Evaluation of Certain Actuarial Assumptions 
 

- Interest rate sensitivity/normal cost 
- Demographic actuarial sensitivity 
- Changes in base compensation growth 
- Other assumptions 

 
7. Effect of Plan Administration Cost Containment 
 
8. Effect of Use of 5-year moving average for Plan Asset Valuation 

 
 Historical Weighted 

 
- 1 year only (2003) 
- last 2 years only 
- last 3 years only 
 
Projected Weighted 
 
- 1 year (2003) 
- 2  year (2002/2003) 
- 3 year (2001/2002/2003) 

 
 

9. Model Effect of Full Funding 
 

- Current year/2004  
- Other 

 
 

10. Model Suggested City Pension Payments to CERS for: 
 

2004 
2005 (projected) 
2006 (projected) 

 
 

 
 







      “Actuarial Audit” Project 
 

Original Scope        Pension Reform Committee Needs 
 
Evaluation of economic assumptions for appropriateness. 
 
As to the latest actuarial valuation as of June 30, 2002, the 
audit shall include but not be limited to the following 
objectives: 
 
Evaluation of the available data for the performance of such 
valuation, the degree to which such data is sufficient to 
support the conclusions of the valuation and the use and 
appropriateness of any assumptions made regarding such 
data. 

 
Evaluation of economic assumptions for appropriateness. 
 
Appropriateness of funding methodology, amortization 
period and resultant contribution rates. 

 
Evaluation of actuarial asset smoothing method. 

 
Evaluation of recommended adjustments. 

 
Relative to current and recent past industry norms, how 
significant is the System’s current and projected (based on 
the current Manager’s Proposal) underfunding?  If deemed to 
be significant, what are the potential alternative solutions? 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
   

 
 

Model out necessary City pension payment to CERS by year and 
show the required percent of City Budget they will represent. 
 
Develop alternatives if the above drain on City Budget is perceived 
unachievable. 
 
Fund current shortfalls with pension bonds; model this out for annual 
impact on City Budget. 
 
Replace current define benefit plan with define contribution plan. 
 
Mandate immediate full funding on any new benefit increases with a 
specified, say 10 years, maximum on funding of any past service 
obligation resulting from the new benefit. 
 
Benchmark current level of pension benefits, employee contributions, 
etc. against other government agencies and against private industry 
norms, adjusting for employee contributions to and benefits from 
social security. 
 
The City has extended retiree health benefits to all employees.  The 
City is not funding this liability on an actuarial basis.  The City is not 
even paying current cash costs of current retiree population’s health 
insurance – rather these costs are being paid out of CERs “excess 
earnings”.  As a result, if these benefits are to be paid in the future to 
all current employees, there will be a huge burden on future taxpayers 
for today’s employment costs. 
 
Model out on an actuarial basis, the necessary annual funding 
payments for this liability and show what percent of the City budget 
this represents. 
 
To clear the current uncertainty and conflicting allegations, analyze 
and conclude on the causes of the current under funded status of 
CERS, starting say in 1990. 
 
Shortfall of City contributions versus true actuarial requirements. 
 
Granting of new benefits without corresponding full funding, and the 
past service obligation created even if full funding of new normal 
costs. 
 
Dissipation of plan assets for “contingent benefits”. 
 
Distribution of plan assets for disability pensions relative to 
assumption for such in actuarial formulas. 
 
Determine whether/which “contingent” benefits should be deemed 
vested benefits. 
 
Eliminate the “bells and whistles” which have been added to the basic 
vanilla defined benefit pension plan (e.g. drop and purchased service 
credits). 
 
Review and pass judgment on the key actuarial assumptions being 
used by CER’s, particularly the earnings assumption of 8% in light of 
today’s economy. 
 
 

 
















































